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ABSTRACT 
The purpose of this study was to compare the financial performance of employee and 
community based saving and credit cooperatives societies in Kisarawe district. 
Indicators of financial performance were size of a SACCO, capital, operating 
expenses, liquidity, and loan to members ratios. The population was a sample of 
eight SACCOs operating in Kisarawe district; three of them are employee-based 
while the remaining five are community-based SACCOs. The researcher employed 
secondary data method of data collection.  Secondary data included annual SACCOs’ 
reports and only audited financial statements for individual SACCOs for the period 
2008-2011 were used. The findings of the study revealed that E-SACCOs exploit 
more efficiently economies of scale than C-SACCOs that is the former enjoy more 
cost advantage which arises with increased output of total assets than the later and 
thus E-SACCOs perform better financially than C-SACCOs. E-SACCOs have 
smaller amount of cash to lend to members, that is smaller working capital than C-
SACCOs and therefore the former perform better financially than the later. C-
SACCOs have a better sound capital position and are able to pursue business 
opportunities more effectively and have more flexibility to deal with problems 
arising from unexpected losses, thus achieving more increased profitability than E-
SACCOs. Therefore E-SACCOs performed better financially than C-SACCOs in 
terms of size of a SACCO, operating expenses and loan to members, but C-SACCOs 
performed better financially than E-SACCOs in terms of liquid investment and 
capitalization. 
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CHAPTER ONE 
1.0 BACKGROUND INFORMATION 
 
1.1  Introduction 
This study intends to examine the comparative analysis of financial performances of 
employee and community based saving and credit cooperative society operating in 
Kisarawe district. It does so by computing selected financial performance measures, 
examining the difference in performance between the two SACCOs and determining 
whether E-SACCOs perform better financially than C-SACCOs in terms of size of a 
SACCO, capital, liquidity, loan to members, and operating expenses ratios. 
 
The study motivation stem from the fact that no studies that has been done in 
Tanzania which focused on the comparative analysis of financial performance of 
employee and community based SACCOs. The study will use both quantitative and 
qualitative data, secondary data will be collected through special data filling sheets 
named balance sheet information forms and income and expenditure statement 
information forms.  Secondary data will be obtained from Department of 
Cooperatives of the Kisarawe district council and from respective employee and 
community based SACCOs offices.   
 
In Tanzania, informal microfinance programmes have been in operation for many 
years, however the majority of formal schemes were initiated in 1990s (Chijoriga, 
2000). Additionally, the government put in place the National Microfinance Policy in 
2000 with the main objective of establishing the basis for efficient and effective 
microfinance system in the country that serves the low income segment of the society 
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and thereby contributing to economic growth and reduction of poverty (URT, 2000). 
Like in other countries, institutions which are providing microfinance services in 
Tanzania fall into three categories: formal, semiformal and informal sectors 
(Cornford, 2001 and ADB, 2000). Depending on the sector, the level of organisation 
management may differ considerably from one category of microfinance institution 
to another.  
 
For example, while formal financial institutions may require a particular organisation 
structure to function effectively, the informal financial institutions may require a 
totally different structure (Malaki, 2005). The formal sector is characterized by a 
high level of regulation and supervision that provides some level of resources to 
borrowers and savers. Organisations within this sector include banks (commercial, 
rural, savings, postal, cooperative), development banks (state-owned or private), 
finance companies, building societies and credit unions, pension funds and insurance 
companies (Cornford, 2001).  
 
Given the nature of the informal sector, the arrangements for the service providers 
and their clients are based on social networks/ties, in which norms and conventions 
are socially embedded (Malaki, 2005). MFIs in Tanzania were not allowed to collect 
savings from their clients in previous years. However, a new legislation enacted in 
2006 allows the creation of microfinance companies (MFCs) that will be regulated 
by the BOT and be able to do banking business (URT, 2006). Under this new 
regulation, MFIs are allowed to receive deposits from the general public through 
payable upon demand.  
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This is considered as one of the achievements in the industry because savings 
mobilisation creates a saving culture among MFIs clients and also builds up the 
capacity of MFIs in providing micro-credits. Basing on the regulatory improvements, 
Randhawa and Gallardo (2003) argued that a legal and regulatory framework is one 
factor that influences the emergence of different kinds of institutional providers of 
microfinance and, especially, their development into self-sustaining, commercial 
microfinance institutions capable of reaching growing numbers of poor clients, 
especially in rural areas.    
 
Empirical evidence shows that Savings and Credit Cooperative Society (SACCOS) is 
one type of cooperative societies with the principal objective of accumulating 
savings and create a source of credit to its members at a fair and reasonable rate of 
interest (URT, 2004).  The primary activities of SACCOS are to mobilize savings 
and furnish secured and unsecured loans or credits. SACCOS are recognized as an 
important means achievement of individual members‟ development goals. 
 
Randhawa and Gallond (2003) observed that in a very real sense cooperatives were 
contributing substantially to economic development in most developing countries. 
However, following the introduction of free market, the SACCOS have struggled to 
compete with private sector and many have not been able to provide their members 
with services they needed (Abeid, 2001). The government has responded to this 
problem by introducing a new Cooperative Development Policy (2002), Cooperative 
Societies Act No.20 of 2003 and its regulations (2004) to help cooperative societies 
regain their importance in the economic living of the people. The policy provided the 
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basis for the development of cooperative societies as members owned and organized 
institutions. The Act provided that the objective of cooperative societies was the 
promotion of economic and social interests of its members by means of common 
undertaking.  
 
Community-based SACCOs are defined as democratic member-owned financial 
cooperatives exist to serve their members and communities through provision of 
convenientand affordable financial services; they are user-owned financial 
cooperatives that offer savings, credit and other financial services to their members 
(WOCCU, 2005). These SACCOs can be found in urban areas or regional towns, but 
are most frequently encountered on village level. A variety of group and individual 
loans can be found, including women solidarity loans, business loans for individual 
members, or loans for small and micro enterprises. 
 
Employee-based SACCOs are cooperative based on employment as a common bond, 
that is, all members who work under one employer form a savings and credit 
cooperative society and are encouraged to save through a check-off system from 
their monthly salaries. This way, regular savings are accumulated and it is from this 
that loans are given (Ouma, 1989). These represent SACCOs where all the members 
are drawn from one employer and these SACCOs are generally located in urban 
areas or regional level. Specific salary-based loans are extended which are often 
guaranteed by the employer. 
 
The Department of cooperatives of the Kisarawe district council annual reports of 
2012 sho that in Kisarawe district there were 25  SACCOs and only 8 of them are 
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active. The following Table 1.1 shows the active Employee-based SACCOs and 
Community-based SACCOs. 
 
Table 1.1: Active SACCOs Operating in Kisarawe District 
Community-based SACCOs Employee-based SACCOs  
TKD (Businessmen society) KITESCO Ltd. (Teachers society) 
TUNDA (Society of entrepreneurs) Kisarawe SACCO (District council 
workers)  
Maneromango SACCO (Residents 
SACCO) 
Kibasila SACCO (Armed Forces 
SACCOs) 
Homboza SACCO (Residents SACCO)   
Mzenga SACCO (Residents SACCO)   
 
Source: Department of Coopertives, Kisarawe District Council, (2012) 
 
The main purpose of this study is to conduct comparative analysis of financial 
performance of Employee-based SACCOs and Community-based SACCOs in 
Kisarawe district. 
 
1.2  Statement of the Research Problem 
The main concern of this study was to conduct comparative analysis of financial 
performances of employee based and community based saving and credit 
cooperatives societies operating in Kisarawe district. In Tanzania, various studies has 
mainly focused on examining the evaluation of financial performance of SACCOs 
(Wingerden and Levelink, 2012); values of savings in occupational SACCOS 
(Kerstin and Wiberg, 2003); and sustainability of employee based SACCOs (Ikandilo 
Kushoka, 2010). 
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Ikandilo Kushoka, (2010) revealed that SACCOS which issues less amount of loan to 
its members and which has little capital base is likely to be unsustainable. 
Insufficient fund lead SACCOS members to opt for banking and NGO’s financial 
institutions which are providing credit facilities. Kerstin and Wiberg (2003) noted 
that financial development is playing an important role in Tanzania’s economic 
progress. The study revealed that financial failures, particularly high transaction 
costs limit poor people’s access to formal finance and prevent low income people 
from borrowing and saving. 
 
They  asserted that employees based SACCOS have great possibility of serving its 
members, since they are situated at working places and that occupational SACCOS 
are more successful than rural SACCOS. This study takes Kerstin and Wiberg (2003) 
as its point of departure which noted the significance of occupation based SACCOS 
in savings mobilization and wealth accumulation but less focus on the comparison of 
financial performance between employee and community based SACCOs. 
 
It is against this background that the current study wants to compare the financial 
performance of employee and community based SACCOS. 
 
1.3 Research Objectives 
1.3.1 General Research Objective 
This study aims at conducting comparative analysis of financial performance of 
Employee-based SACCOs (E-SACCOs) and Community-based SACCOs (C-
SACCOs) operating in Kisarawe district. 
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1.3.2 Specific Objectives 
(i) To compute selected financial performance measures of E-SACCOs and C- 
SACCOs 
(ii) To examine the difference in performance between E-SACCOS and E-C-
SACCOS) using   Size of a SACCO, Capital, liquidity, Loan to members, and 
operating expenses ratios. 
(ii) To determine whether E-SACCOs perform better financially than C-SACCOs 
in terms of size of a SACCO, capital, liquidity, loan to members, and 
operating expenses ratios 
 
1.4  Research Questions 
1.4.1  General Research Question 
(i) How do SACCOs measure their financial performance?  
(ii) Is there any difference in performance between E-SACCOs and C-SACCOs 
using size of SACCO, capital, liquidity, loan to members, and operating 
expenses ratios?  
(iii) Do E-SACCOs perform better financially than C-SACCOs in terms of size of 
a SACCO, Capital, liquidity, loan to members, and operating expenses ratios? 
 
1.4.2   Specific Research Questions 
(i) At what percentages do E- SACCO and C- SACCO measure their financial 
performance?  
(iv) Is there any difference in percentages of the financial performance measures 
between the two SACCOs in terms of size of a SACCO, capital, liquidity, 
loan to members, and operating expenses ratios?  
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(v) Are E-SACCOs percentages of the financial performance measures better 
than C-SACCOs percentages in terms of size of a SACCO, capital, liquidity, 
loan to members, and operating expenses ratios? 
 
1.5   Relevance of the Research 
This study will be of benefit to policy makers, SACCO members, extension staff, 
women, youth and the community at large. The study explores and compares 
financial performance between employee and community based SACCOs and 
determines financial positions of the two associational bonds so as to obtain an 
insight on the performance of these SACCOs and suggest possible recommendations 
for improvement. 
 
Policy makers will also benefit in the sense that, the findings provide informed 
suggestions on how policy can be improved. With improved and easy to implement 
policies, more people, women, youth and the community at large will be able to 
access, join and benefit from the loan fund of SACCOs. Inaddition, policy makers in 
the industry will have performance benchmarks against which to steer the operations 
of SACCO towards better operations. The findings of this study will enhance the 
efforts of government regulators in coming up with regulations that will govern the 
operations of SACCOs. The researcher will gain immense knowledge in the way 
SACCOs should be run and thus organize programs aimed at creating awareness on 
how to run these institutions for the benefit of the members. 
 
The study will contribute to the achievement of the government’s policy of 
prosperity for all through sensitizing the rural poor on how to benefit from properly 
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run SACCOs. The study will facilitate better SACCO’s management by enhancing 
the knowledge of the board members in overseeing the management of the 
Institutions. SACCO members will also be able to realize their roles in the operations 
of SACCOs and begin or continue to play their part. 
 
The results will help SACCO managers in Tanzania to improve financial 
performance of SACCOs under their charge. This is important because improved 
performance of SACCO will instil confidence in members and encourage them to 
participate in SACCO activities. Finally, the general microfinance industry, whose 
role is to agglomerate savings and lend to borrowers, will find these results useful. 
 
1.6    Organization of the Report 
Chapter two contains literature review which is subdivided into over view, 
conceptional definitions, critical review of supporting theories or theoretical analysis, 
empirical analysis of relevant studies, identification of research gap, 
analytical/conceptual framework for studying the problem and analyzing the data, 
theoretical framework, statement of hypothesis and summary. Chapter three contain 
Research Design and Methods which is composed of overview, research or survey, 
sampling design and procedures, variables and measurement procedures, methods of 
data collection, data processing and analysis and expected results of the study. The 
remaining part consists of research activities/schedule, work plan, estimated research 
budget, expected time of commencing the study, expected time of completing the 
study, signatures of student and date, comments of supervisor and signature, 
references and appendices. 
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CHAPTER TWO 
2.0  LITERATURE REVIEW 
 
2.1  Introduction 
This chapter explains conceptual definitions, critical review of supporting theories or 
theoretical analysis, empirical analysis of relevant studies, research gap identified, 
analytical/conceptual frame week, theoretical framework, and summary. This chapter 
defines all concepts used in this proposal and other meanings prevailing in the 
literature. It explains some theories of similar problem which has been studied from 
different perspectives and approaches, and how relevant are these theories to my 
study. 
 
The chapter elaborates some practical studies of this nature which have been done in 
Tanzania, other African countries, and the outside world. The chapter identifies 
research gap from the analysis of theoretical and empirical literature, 
conceptualization of research problem showing what variables and relationships are 
involved and the probable strategies for solving it. This chapter also identifies and 
describes the characteristics of the variables considered in the conceptual model, 
which are variables that will be measured. Lastly is a brief account of the analysis of 
the literature. 
 
2.2  Conceptual Definition 
2.2.1  SACCOs/Credit Unions 
The World Council of Credit Union (WOCCU) defines Savings and credit 
cooperatives as democratic member-owned financial cooperatives exist to serve their 
 
 
11
members and communities through provision of convenientand affordable financial 
services; they are user-owned financial cooperatives that offer savings, credit and 
other financial services to their members (WOCCU, 2005). This definition tells that 
the primary objectives of SACCOs is not profit making. 
 
However, SACCOs use excess earnings to offer members more affordable loans, a 
higher return on savings, lower fees or new products and services. Hence, SACCOs 
have to charge rates on loans that cover all costs (cost of fund, operation costs, 
administration cost and cost of provision). Paying competitive salary to its employee 
and contribution to increase capital are also vital to growth and success. 
 
Ouma (1989) defines Savings and Credit Cooperatives (SACCOs) as cooperative 
based on employment as a common bond, that is, all members who work under one 
employer form a savings and credit cooperative society and are encouraged to save 
through a check-off system from their monthly salaries. This way, regular savings 
are accumulated and it is from this that loans are given. In Tanzania Maganga (2009) 
defines SACCOs as part of the larger scheme of microfinance and are “user owned 
financial intermediaries” in which members are identical in some aspects such as 
community or location.  
 
Were (2009) defines SACCOs as member owned institutions whose core business is 
to encourage thrift and easy access to credit to their members. Members pull 
resources together in form of savings, and the SACCO uses the mobilized savings to 
extend small credit facilities to them.  From these definitions, several facts emerge 
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clearly. A SACCO is a cooperative financial intermediary institution, owned and 
controlled by members who use its services. 
 
They exist to provide a safe, convenient place for members to save money and to get 
loans and other financial services at reasonable rates. They play an important role in 
resource allocation where savings are transferred to economic units that have 
opportunity for profitable investment. In this study  the words “SACCOs” and “credit 
unions” are used interchangebly. 
 
2.2.2 Comparative Analysis 
Comparative analysis is the item by item comparison of two or more comparable 
alternatives, processes, or the like. In accounting, for example, changes in a financial 
statement’s items over several accounting periods may be presented together to 
detect the emerging trends in the company’s operations and results 
(www.businessdictionary.com).  
 
"Classic" compare-and-contrast papers, in which you weight A and B equally, may 
be about two similar things that have crucial differences (two pesticides with 
different effects on the environment) or two similar things that have crucial 
differences, yet turn out to have surprising commonalities (www.fas.havard.edu). 
The comparisons of financial performance among nonprofit organizations gained 
popularity in the 1960s and 1970s as the method to prevent publicized fundraising 
abuses. Since IRS Form 990 was required in the early 1940s, “the availability of IRS 
Form 990 and the accessibility of research datasets generated from these forms have 
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substantially increased the comparison of the finances of nonprofit organizations.” 
(Nonprofit Overhead Cost Project, 2004). Especially, through the investigation of 
350 organizations, Froelich et al. (2000) compared “the adequacy, reliability, and 
appropriate interpretation” of IRS Form 990 with each organizations’ audited 
financial statements.  
 
They concluded that IRS 990 Form has an adequacy and reliability for measuring 
financial performance of nonprofit organizations. Basically, IRS 990 form requires 
nonprofit organizations to report more detailed components of revenue and expenses 
than audited financial statements. 
 
2.2.3  Financial Performance 
Financial performance could be defined as a measure of how well a firm has used 
assets from its primary mode of business to generate profits. This term is also used as 
a general measure of a firm's overall financial health over a given period of time, and 
can be used to compare similar firms across the same industry or to compare 
industries or sectors in aggregation (Investopedia, 2008). A related explanation 
defines financial performance as the measure of the efficiency with which the firm 
uses various funds to generate a return to providers of the funds. 
 
In evaluating  financial performance of SACCOs, an important question is whether 
the traditional corporate goal of profit maximization holds. According to Branch and 
Baker (1998) profitability is not the primary concern for credit unions. However, the 
WOCCU report (2005) looked at profitability of credit unions from a different 
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perspective. It stated that credit unions sought to generate profits in order to directly 
benefit the owners as they (members) serve as both the owners of the credit union 
and the recipients of the credit union services. Thus when credit unions maximize 
their profits, it results in the form of lower interest rates on loans, lower service fees 
and higher dividends for the members. 
 
In line with the WOCCU report (2005), Bauer (2007) stated that credit unions were 
financial cooperatives, organized to meet the needs of their members thus surpluses 
or profits were returned to members in the form of reinvestment in the credit union, 
dividends to members, or lower interest rates on loan products. Kyazze (2010) 
pointed out that low profitability in SACCOs was not due to governance issues but 
due to poor costing in order to make the loans attractive to the members, partly due 
to lack of know-how or relatively high operating costs. 
 
2.2.4   Financial Analysis 
Financial analysis (also referred to as financial statement analysis or accounting 
analysis or Analysis of finance) refers to an assessment of the viability, stability and 
profitability of a, business, sub-business or project. It is performed by professionals 
who prepare reports using ratios that make use of information taken from financial 
statements and other reports. These reports are usually presented to top management 
as one of their bases in making business decisions. 
 
Continue or discontinue its main operation or part of its business; Make or purchase 
certain materials in the manufacture of its product; Acquire or rent/lease certain 
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machineries and equipment in the production of its goods; Issue stocks or negotiate 
for a bank loan to increase its working capital; Make decisions regarding investing or 
lending capital; Other decisions that allow management to make an informed 
selection on various alternatives in the conduct of its business. 
 
2.3  Critical Review of Supporting Theories 
Cornett et al. (1999) observes that analyzing financial statement using ratio analysis 
is one way of identifying weaknesses and problem areas of financial institution. They 
propose two approaches to financial statement analysis. The first approach is called 
time series analysis and it is used when the intention is to evaluate ratios of a 
financial institution over a period of time to tract down its performance over time. 
The second approach is called cross-sectional analysis and it is used when the 
intention is to compare the performance of a financial institution relative to that of 
competitor financial institutions at a particular point in time. 
 
Ratio analysis is a frequently used tool in the evaluation of financial performance. 
Brigham and Ehrhardt (2005), commenting on analysis of financial statements, 
observe that financial statement analysis involves comparing the firm‟s performance 
with that of other firms in the same industry and evaluating trends in the firm‟s 
financial position overtime. They note that financial ratios provide a useful tool to 
evaluate financial statements and single out return on equity (ROE) as the most 
important accounting ratio.  
 
Athanasoglou et al. (2005) used two measures to represent bank profitability: return 
on assets (ROA) and return on equity (ROE). They note that ROA reflects the ability 
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of a banks management to generate profits from bank‟s assets. On the other hand, 
ROE indicates the return to shareholders on their equity and equals ROA times the 
total assets-to-equity ratio. Further, they observe that banks with lower leverage 
(higher equity) will generally report higher ROA, but lower ROE. 
 
They argue that since an analysis of ROE disregards the greater risks associated with 
high leverage, ROA emerges as the key ratio for the evaluation of bank profitability. 
An important qualification made by the authors is that both ROA and ROE are 
measured as running averages. This mean that in calculating these ratios, average 
value of assets (or equity) of two consecutive years and not the end-year values are 
used, since profits are a flow variable generated during the year. 
 
Similarly, the explanatory variables that will be used in this study will be measured 
as running averages rather than end-year values to reflect the fact that performance is 
a flow variable generated during the year. Naceur (2003) proposes two measures of 
performance: the net interest margin (NIM) and the return on assets (ROA). The 
NIM variable is defined as the net interest income divided by total assets. He 
observes that NIM and ROA have been used in most banks performance studies. 
 
ROA measures the profit earned per dollar of assets and reflect how well bank 
management use the bank‟s real investments resources to generate profit while NIM 
is focused on the profit earned on interest activities. Demirguc-Kunt et al. (1999) use 
net interest margin and before tax profit/total assets as measures of financial 
performance. Pandey (1999) gives the conventional corporate finance reason of why 
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firms must make profit. He defines profit as the difference between revenues and 
expenses over a period of time, usually one year. He asserts that a company should 
earn profits to survive and grow over a period of time. Further, Pandey notes that a 
firm must earn sufficient profits to sustain operations of the business to be able to 
obtain funds from investors for expansion and growth and to contribute towards the 
social overheads for the welfare of the society.  
 
Fried et al. (1993) argue that since credit unions are owned and operated by 
members, the objectives of credit unions can be thought of as maximising benefits 
provided to members. They define benefits as the saving and loan services a credit 
union offers. This immediately suggests that profit maximization is not an 
appropriate objective. However, Fried et al. (1993) acknowledge that it is not 
appropriate to ignore the services offered by other financial intermediaries when 
developing a behavioural model for credit unions since they compete in many of the 
same markets. 
 
Townsend (1995) propose five model specifications for credit union financial 
performance, starting with a purely profit based approach in line with conventional 
interpretation of corporate goal of profit maximization. Piesse and Townsend (1995) 
note that a credit union will be more efficient when minimizing operating expenses, 
raising non-retail funds cheaply, and earning high returns on non-retail investments. 
Moreover, for the case of Tanzania it is valid to note that members want to earn a 
dividend and how much dividends a SACCO can pay is a function of how well assets 
have been deployed to generate revenue, and how well cost elements have been 
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managed. Further, applying the profit maximization approach to modelling financial 
performance in SACCOs would not negate the principal of maximizing members 
benefit advanced by Fried et al. (1993). Since in this study the objective is to 
compare financial performance of Savings and Credit Cooperatives, two issues have 
to be addressed.  
 
These are how to measure financial performance and then how to compare financial 
performance to variables posited to the comparison of performance. Traditionally, 
analysis of financial statements using ratio analysis is the most common method 
employed in measuring financial performance of business entities. For instance, 
Pandey (1999) notes that return on equity (ROE) ratio is one of the most important 
relationship in financial analysis.  
 
Ogindo (2006) observes that profitability indicators such as return on equity (ROE) 
and return on assets (ROA) tend to summarize performance in all areas of the 
company. If portfolio quality is poor or efficiency is low, this will tend to be 
reflected in these ratios. Athanasoglou et al. (2005) uses both ROE and ROA to 
measure profitability. They observe that ROA reflects the ability of a bank‟s 
management to generate profits from banks assets while ROE indicates the return to 
shareholders on their equity and equals ROA times the total asset-to-equity ratio.  
 
The latter is often referred to as the banks equity multiplier, which measures 
leverage. Naceur (2003) uses ROA and the net interest margin (NIM) as the 
measures of financial performance. Demirguc-Kunt et al. (1998) use net interest 
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margin (NIM) and the ratio of before tax profit to total asset as their measure of bank 
efficiency. Worthington (1999 & 2000), Brown et al (1999) and Berger (1995) use 
what is called Xefficiency, or deviations from the efficient frontier to measure the 
credit union efficiency. A method called ROE framework shows the relationship 
between the key financial ratios frequently used to measure performance of financial 
institutions (Cornet and Sanders, 1999). 
 
Table 2.1 summarizes the role of ROE and the first two levels of the ROE framework 
in analyzing a financial institutions performance. 
 
Table 2.1: Role of ROE, ROA, EM, PM, and AU in Analyzing Financial 
Institution Performance 
Variable What it Measures 
Return on Equity (ROE) Measures overall profitability of the FI per Tsh. of 
equity  
Return on Assets (ROA) Measures profit generated relative to the FI‟s Asset  
Equity Multiplier (EM) Measures the extent to which assets of the FI are 
funded with equity relative to debt 
Profit Margin (PM)  Measures the ability to pay expenses and generate 
net income from interest and non interest income 
 Asset Utilization (AU) Measures the amount of interest and non interest 
income generated per Tsh of total assets 
Source: Cornett and Sander, (1999) 
 
Cornett et al. (1999) proposes two other profit measures. These are the spread and 
operating expenses efficiency. The spread measures the difference between the 
average yield of earning assets and average cost of interest bearing liabilities and is 
thus another measure of return on banks assets.  The higher the spread, the more 
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profitable is the bank. Operating expenses efficiency measures the bank‟s ability to 
generate non-interest income to cover non-interest expenses.   
 
2.4  Empirical Analysis of Relevant Studies 
2.4.1  General Studies 
Since 1990s, there have been several empirical studies that measured the financial 
performance of nonprofit organizations using various financial ratios. (Green and 
Griesinger 1996; Greenlee and Bukovinsky 1998; Siciliano 1996, 1997) Among 
many studies, Tuckman and Chang (1991) mentioned the unreliability of applying 
financial ratios derived from private sector to nonprofit organizations and developed 
financial ratios applicable to nonprofit organizations firstly. 
 
They suggested four financial ratios to define whether a charitable nonprofit 
organization is financially vulnerable or not and applied the ratios to the sample 
organizations of 4,730 U.S charitable nonprofit organizations. The developed 
financial ratios are ‘Inadequate Equity Balances,’ ‘Revenue Concentration,’ ‘Low 
Administrative Costs,’ and ‘Low or Negative Operating Margins. Shinwoo Lee 
(2010) in the study “Comparative analysis of the financial performance of Non profit 
Organisations:  
 
Focusing on the Franklin County Senior Activity Center” found out that the fiscal 
performance ratio has decreased from 1.41 to 1.18, while the public support ratio has 
increased from 0.94 to 0.99. This trend indicates that the gap between total revenues 
and expenses has decreased, and that the Center has increasingly depended on public 
 
 
21
support. Second, the Franklin County Senior Activity Center has never spent its 
revenue on fundraising activity. The amount of fundraising expenses is zero every 
year during 2007 ~ 2009. This result shows that the Center does not pay attention to 
fundraising activities, or that the Center does not have any surplus for financing 
fundraising activities in its revenues. 
 
2.4.2  Studies on African Countries 
Sebhatu (2011) compared the financial performances ten SACCOs using total 
deposits, total credits, ROA, ROE, total assets (measures size of a SACCO), asset 
utilization ratio (measures asset management and is expressed as the ratio of 
operational income to total assets), and operating efficiency ratio (expressed as total 
operating expenses divided by average gross loan portfolio). The sample of his study 
contained all of the ten SACCOs. 
 
His study employed both quantitative and qualitative data collected through primary 
and secondary sources. A descriptive financial analysis was used to describe, 
measure, compare, and classify the financial situations of SACCOs. Tables, 
percentages, financial ratios and bar graphs were used to interprete the data.  The 
study area was located in the Southern part of Tigray state of Ethiopia. 
 
Sabhatu (2011) found out that number of active members (with outstanding loan) 
rose in the period from 2007 to 2010 by 25.08% and the pull factor that attracted new 
members to join the SACCO was found out to be cost/or effort saving experienced 
by the earlier members from their affiliation, better output prices, lower input prices, 
 
 
22
and dividends obtained from membership also contributed their own share in 
attracting new members. He also found that to rank the SACCO based on their 
average total deposits, Deremeit SACCO had the highest growth rate of deposits 
(15,798.75 Ethiopian Birr) based on 2007 as base year while the lowest was Weini 
SACCO with 2,997.25 Ethiopian Birr. Similarly, comparing the amount of credit 
disbursed by various SACCOs he found out that Weini was the lowest average 
credits growth rate (2,555 Birr) from 2010 to 2007 whereas Deremeit SACCO was 
the highest average of total credits (12,549 Birr). He concluded that member deposits 
growth in 2010 for all ten SACCOs has higher than the loan portfolio and the 
combined deposits of these SACCOs increased by 81.34% in 2010, while net credits 
rose by 61.52%. 
 
Therefore, SACCOs in the study area have attained significant financial performance 
and outreach in a short period of time between 2007 and 2010, in terms of number of 
members, savings and volume of loan portfolio which increased by 20.58%, 81.34%, 
and 61.52% respectively. 
 
2.3.3   Studies in Tanzania 
Wingerden and Levelink (2012) in their study “Company assessment Rungwe 
Smallholder Tea Growers Association SACCO” found out that Net loans/Total assets 
(Loan to members ratio) was 86% above International standards for excellent 
performance (70-80%). This value was relatively high, it meant that most of the 
SACCOs’ capital was invested in loans, a too high value could cause liquidity 
problems. Savings deposits/Total assets ratio was 62 % below standards set by World 
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Council of Credit Unions (70-80 %). For the case of SACCOs, Capital is represented 
by members’ savings deposits (Njoroge, 2008). 
 
Operating expenses/ Average assets (Operating expense ratio) rose to17% higher 
than International standards (≤ 5%) because the SACCO was in a period of growth 
and once the SACCO matures it is good to review this ratio. Development 
International Desjardins (2005) finds that Tanzania was the first country in Africa to 
have a National Associations of credit Union. This is the savings and credit union 
league of Tanganyika (SCULT) Ltd registered in 1964. 
 
Tito (2005) finds that savings and credit cooperatives societies (SACCOs) sectors in 
Tanzania is still low and their formation being strong in Urban areas and cash crops 
growing areas. Areas producing food crops still experiencing low formation of 
savings and credit cooperatives societies (SACCOs). Chao-Beroff et al (2000), noted 
that loans granted by savings and credit cooperatives societies (SACCOs) in 
Tanzania were very few with further characterized by low level of diversified 
investments.  
 
The study carried out by Agrisystems (2003) finds that the rural financial services 
program (RFSP) established in 1999 in Tanzania, has targeted rural poor house 
holders in Tanzania which are farm house holders non-farm house holds, community 
based organizations (CBO), Rotating Savings and Credit Associations (ROSCAs) 
and Solidarity groups. Other important source of financing for crisis risks in some 
areas is commercial money lenders. 
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They normally extend short-term loans ranging between 5% to 30% a month. The 
loans are usually used for paying school fees, medical expenses and hiring labor for 
harvesting. Most reports (Rutherford, 1999, Lwoga, 1999, Mugwanga 1999 and 
Mutesasira, 1999a) suggest that there are very few moneylenders in Tanzania. 
However, Bagachwa (1995) suggests otherwise noting that, ‘The relatively low 
profile allegedly assumed by moneylenders in channeling credit could be a 
camouflage, reflecting in part the traditional view that commercial lending is 
exploitative...Given the rather hostile environment… most moneylenders do not 
admit to engaging in this practice. 
 
Therefore, their number and their roles tend to be underestimated’’. In spite of its 
limitations and sometimes significant disadvantages, the informal sector plays a 
significant role in financing crisis risk situations. The vibrancy of the informal sector 
reflects its responsiveness to client’s management requirements. These include easily 
understood procedures, flexible lending arrangements, the absence of restrictions on 
how loans are used, credit at short notice, limited or no paper work, proximity to 
borrower and local adaptability.  
 
Finally, informal financial institutions face relatively low transactions costs. Due to 
strong local knowledge and social pressure, there are extremely low costs for 
assessing the borrower’s creditworthiness and collecting loans, (Bagachwa 1996, 
Rutherford 1999, mutesasira 1999a). East African banks and MFIs need go beyond 
the limited group-based micro-enterprise credit. They need to develop and pilot test 
new products and strengthen their product development capacity to produce micro 
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financial services that meet clients needs and from which the MFIs can levy charges 
that permit sustainability and profitability. In addition this will enable MFIs to 
increase the breadth and of their outreach. .Those that does will be taking a risk: 
those that do not will be history (Hulme, 1999; Maximbali, 1999; Kagashaki, 1999; 
Mugwanga, 1999). 
 
2.5  Research Gaps 
Improvement in the financial performance of SACCOs in Tanzania would have far 
reaching positive economic consequences on the Tanzania’s economy at large, and 
the savings and credit movement in particular. Despite the fact that there are benefits 
to be gained from a clear understanding of the comparative analysis of financial 
performance of saving and credit unions in Tanzania, there are no studies in 
Tanzania covering this subject. 
 
Comparative analysis of financial performance focusing on SACCOs have been done 
outside Tanzania. These studies include researches done by Shinwoo Lee, (2010); 
Green and Griesinger, (1996); Greenlee and Bukovinsky, (1998); and Siciliano, 
(1996) in USA; Alfed Okwee, (2011); Kifle Tesfamariam Sebhatu, (2011) in Uganda 
and Ethiopia respectively; Duncan and Elliot, (2004) in Australia The purpose of this 
study on Comparative analysis of financial performance of Employee and 
Community based SACCOs operating in Kisarawe district is to cover this gap. 
 
The conceptual framework in this study explains how the researcher conceptualised 
comparative analysis of the financial performance of SACCOs in Kisarawe district, 
showing the variables and relationships involved and the probable strategies for 
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solving the problem.The researcher calculated five alternative measures of financial 
performance: 
 
2.6    Analytical / Conceptual Framework  
 
 
 
 
 
 
 
 
Figure 2.1: Conceptual Framework 
Source: Adopted from Sebhatu, (2011); Njoroge, (2008) 
 
2.6.1  Size of a SACCO  
In most of finance literature, the total assets of the bank are taken  as a proxy for 
bank size.  However, since the other variables in the study are normally deflated by 
total assets, it is common practice to log total assets before including it in the model. 
Capital ratio (savings) 
Savings deposits/Total assets  
FINANCIAL 
PERFORMANCE 
OF SACCOs 
Operating expenses 
Operating expenses/Total assets  
Liquidity 
Liquid investment/Total assets 
Loan portfolio: SACCO’s  loans to 
members/total assets 
Size of a SACCO         
Log (Total assets) 
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Naceur (2003) in his study of the determinants of the Tunisian banking industry 
profitability uses size of a SACCO, operating expenses, capital, bank’s loans to total 
assets ratios, and the ratio of non interest bearing assets. 
 
The current study will include four of the variables utilized by Naceur (2003) that is 
size of a SACCO, operating expenses, capital and SACCO’ loans to total assets 
rarios to compare the financial performance between E-SACCO and C-SACCO 
operating in Kisarawe district. Size of a SACCO  was introduced as the log of total 
assets, in the same way as used by Naceur (2003). Size of a SACCO accounts for 
existing economies or diseconomies of scale. The bigger the size of a SACCO the 
more efficient the economies of scale as found out by Akhavein et al. (1997), 
Smirlock (1985), and Njoroge (2008). 
 
2.6.2 Capital Ratio 
Capital ratio is measured as the ratio of savings deposits to total assets.Capital is 
represented by members’savings for the case of SACCOs (Njoroge, 2008). Deposits 
in SACCOs are non volatile and can be only withdrawn from the society upon 
member’s resigning or demise. A SACCO with a sound capital position is able to 
pursue business opportunities more effectively and is more flexible to deal with 
problems arising from unexpected losses, thus achieving increased profitability. 
 
Ben Naceur (2003) point that well-capitalised businesss support lower expected 
bankruptcy costs, which reduce their cost of capital.  Sum of member’ shares and 
deposits for each SACCO were calculated and thereafter capital ratio was computed. 
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The researcher then compared financial perfomance between Employee based and 
Community based SACCOs using the calculated capital ratios. The SACCO group 
with higher capital ratio was better performing financially than the other SACCO 
group. 
 
2.6.3  Operating Expenses Ratio 
Operating expenses ratio is measured by operating expenses divided by total assets. 
The total costs of a financial institution (net of interest payments) can be separated 
into operating costs and other expenses(including taxes, depreciation etc.). This study 
focus on operating expenses because this is the component at the discretion of the 
management. Impoved management of these expenses will increase efficiency and 
therefore raise financial performance.  
 
Operating expense ratio was calculated and similarly the researcher then compared 
financial perfomance between Employee based and Community based SACCOs 
using the calculated capital ratios. The SACCO group with lower operating expense 
ratio was better performing financially than the other SACCO group.  
 
2.6.4  Loan Portfolio Ratio 
Loan to members is expressed as the ratio of SACCO’s loans to members to total 
assets. The World Council of Credit Unions (Richardson, 2002) asserts that loan 
portfolio is the most profitable asset of the credit union. This points to the need to 
convert as much as possible of SACCO’s assets into loans to members. Similarly, the 
researcher calculated this ratio for each SACCO and then compared financial 
perfomance between Employee based and Community based SACCOs using the 
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calculated capital ratios. The SACCO group with higher loan portfolio ratio was 
better performing financially than the other SACCO group.     
 
2.6.5  Liquidity Ratio 
Liquidity ratio is expressed as the ratio of cash & near cash assets to total assets. 
Excess liquidity is discouraged because the margins on liquid investments are 
significantly lower than those earned on the loan portfolio. As Richardson (2002) 
notes, liquidity reserves are important but they also imply opportunity cost. Funds in 
checking accounts and simple savings accounts earn negligible returns, in 
comparison with other investment alternatives.  
 
Liquidity in SACCOs is the cash available to lend; it is the working capital that make 
a SACCO able to fulfil its core business of lending to its members. Similarly, the 
researcher calculated this ratio for each SACCO and then compared financial 
perfomance between Employee based and Community based SACCOs using the 
calculated liquidity ratios. The SACCO group with higher liquidity ratio will be 
better performing financially than the other SACCO group. In order to compute the 
above five ratios for each SACCO the following measures should be obtained from 
secondary sources: 
(i) Total assets  
(ii) Total capital/Equity (Sum of members shares and deposits)  
(iii) Value of loan outstanding (volume of loan portfolio) 
(iv) Operating expenses  
(v) Sum of total cash at hand and cash held in savings and current accounts. 
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CHAPTER THREE 
3.0    RESERCH METHODOLOGY 
3.1  Introduction 
This chapter contains research strategies, survey population, area of the research, 
sampling design and procedures; variables and measurement procedures, methods of 
data collection, and data processing.  The research strategies explains the use of 
secondary data, survey population was composed of the 8 SACCOs operating in 
Kisarawe district, area of research consisted of 4 wards of Kisarawe district, 
sampling design is not applicable in this study.  
 
All 8 SACCOs were used, variables and measurements were the five ratios with their 
five measurements, methods of data collection consisted of both quantitative and 
qualitative data which were collected through secondary sources, and data 
proccessing employed statistical analysis Microsoft Excel spead sheets for windows. 
 
3.2  Research Strategies 
This study compared financial performance of  employee-based and community-
based SACCOs by looking at data covering the period 2008-2011. This involved the 
use of secondary data which is a data set containing observations on multiple 
variables observed over multiple time periods. It allows the evaluation of 
performance indicators over a period of time. The researcher used secondary data 
model that was analytical and descriptive to understand the relationship amongst the 
study variables because the performance of SACCOs in Kisarawe district had come 
under the spot light only recently. This was appropriate because the study involved 
SACCO performance comparison at a point in time. 
 
 
31
3.2.1  Survey Population 
The population of interest in this study consisted of all SACCOs in Kisarawe district. 
According Department  of Cooperatives Annual report (2012), there were 8 SACCOs 
in Kisarawe district that were registered with Registrar of Cooperatives by December 
31st 2012 which are KITESCO Ltd. (Teachers society), Kisarawe SACCO (District 
council workers), and  Kibasila SACCO (Armed Forces SACCOs) in Employee-
based group.  
 
TDK, TUNDA, Maneromango, Homboza, and Mzenga SACCOs are in Community-
based group. The basic units of analysis were SACCOs, and the main focus of this 
study was the Employee- based and Community-based SACCOs. Specifically, the 
financial performance of the Employee-based SACCOs were compared with that 
Community-based SACCOs. Basically, as Finkler (2004) said, financial comparison 
should be conducted among the organizations that have similarities in mission, size 
and budget.  
 
Thus, to compare financial performance of the Employee-based SACCOs with 
Community-based SACCOs, this study selected Community-based SACCOs that 
have similarities in mission, size and budget. The reasons for limiting the study in 
Kisarawe district were twofold. The first reason was limitation in resources and time 
that was allocated for this study. The second reason was  related to the need to 
control for variations in local conditions and hence the decision to sample from a 
population drawn from same environment. 
 
Such variations are recognised in the literature as affecting the performance of 
financial intermediaries (Brown et al., 1999). Moreover, Worthington (1998) notes, 
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“efficiency measures themselves are extremely sensitive to residual differences in 
geographic and institutional characteristics‟. 
 
3.2.2 Area of the Research or Survey 
Coast Region was established in 1972 as one of the regions across the Indian Ocean. 
It measures approximately about 33,539 sq. km. It is divided into six districts 
namely, Bagamoyo, Kisarawe, Kibaha, Rufiji, Mkuranga and Mafia. It also has 25 
divisions, 81 wards and 417 villages. The area of research was in four wards of 
Kisarawe district which were Kisarawe (KITESCO Ltd., Kisarawe SACCO, Kibasila 
SACCO, TDK, and TUNDA),  Maneromango, Homboza and Mzenga wards. 
  
3.3  Sampling Design and Procedure 
The basic structure of the research design was comparative analysis. This study 
measured the financial performance of each SACCO, and compared the results with 
others’. As Finkler (2004) said, comparisons in financial performance can be made 
with the industry, other organizations or with an organization’s own data over a 3 to 
5 year period. Thus, this study measured the financial performance of each SACCO 
yearly from 2008 to 2011 and compared its average and trend.  
 
3.3.1 The Sample Frame 
The sample frame was constructed using a list of SACCOs provided by Department 
of Cooperatives, Kisarawe district council department which registers all SACCOs in 
the district. The main objectives of the department of cooperatives are to promote the 
development of viable SACCOs, disseminating information concerning SACCOs 
and coordinate their operating methods and practices to maintain basic uniformity. 
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3.3.2 The Sample Size and Sampling Design 
There was no sampling of SACCOs for this study, since the researcher used all the 
eight SACCOs available in the whole district. 
 
3.4  Variables and Measurement Procedures 
Variables and measurements of financial performance in this study were: 
(i) Size of a SACCO measured by log (total assets)  
(ii) Capital ratio measured by the ratio of savings deposits to total assets  
(iii) Liquidity measured by the ratio of liquid investment to total asset (in this case 
liquid investment is the cash at hand and cash held in savings and current 
accounts), 
(iv) Operating expenses ratio measured by operating expenses divided by total 
assets.  
(v) Loan to members ratio measured by the ratio of SACCO’s loan to total assets 
 
Measurements of financial performance in this study (Capital, liquidity etc.) were not 
adjusted for subsidies since SACCOs in this study did not receive subsidies, also not 
be adjusted for inflation, loan loss provision and exchange rate difference.   
 
3.5  Methods of Data Collection 
Secondary data were used in this study and only audited financial statements for 
individual SACCOs for the period 2008-2011 were used. Secondary data included 
among others annual SACCOs’reports to determine the various ratios. Financial 
ratios were computed from the financial reports. The secondary data were collected 
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from the department of Cooperatives of the Kisarawe district council headquarters; 
from all 8 registered SACCOs’annual reports and collected also from literature 
review on SACCOs to determine the various ratios. All registered SACCOs at 
Kisarawe district council are required by law to file annual returns with the 
Department head of cooperatives which include a set of financial statements among 
others. Specially designed data filling sheets (see Appendices) were used to collect 
relevant data from the audited financial reports and then were digitized by entering it 
into Microsoft Excel speadsheets for windows. This study used a descriptive 
financial analysis to describe, measure, compare, and classify  the financial situations 
of the SACCOs.  
 
Tables, percentages, and financial ratios were used  to interprete the data. The 
researcher also tried to complete data insufficiency and information gaps through 
interview and personal discussions. Since this study employed both quantitative and 
qualitative data that were collected through secondary sources the data included 
literature review on SACCOs, review of financial reports of the SACCOs, and 
discussions with key informants including staff of Department of Cooperatives of the 
Kisarawe district council and Management committee of the sample SACCOs to 
have mere information about the problems of the credit unions with respect to 
financial performance.  
 
3.6  Data processing and Analysis  
The collected raw data both quantitative and qualitative were processed and analyzed 
using Microsoft Excel spreadsheets for windows. Quantitative data needed to be 
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processed to make them useful to turn them into information.  In this study tables and 
inferential statistics were used to explore, present, describe, and examine 
relationships and trends within the data. The quantitative data in this study were 
numerical data. Simple tables that show the variables of Financial performance; Size 
of a SACCO, Capital ratio, liquidity ratio, operating expenses ratio, and loan to 
members ratio, were created. The Table 3.1 is an example. 
 
Table 3.1: Financial Performance Variables Against Measurements 
Financial Performance Variables Measurements 
Size of a SACCO Log (Total Assets) 
Capital ratio Member’s savings deposits/Total assets 
Liquidity ratio  Ratio of liquid investment to total assets  
Loan to members  SACCO’loan divided by total assets 
Operating expenses ratio  Operating expenses divided by total assets  
Source: Field Data 
 
Then statistics of the measurements were used to enable establishing statistical 
relationships between variables. Data were analyzed by using personal-computer-
based analysis software, Excel spreadsheets rather than analyzing by hand or 
calculator number-crunching which is time consuming and prone to error. Type of 
data in this study such as Size of a SACCO, Capital ratio, liquidity, loan to members, 
and operating expenses were categorical and descriptive since they were classified 
into categories according to the characteristics that describe the financial 
performance variable and these data simply gave the numerical data in each category 
of a variable.  
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These data were entered in a data matrix into analysis software so that to save them 
in a format that can be read by other software. Within a data matrix, each column 
represented a separate financial performance measure (e.g. Loan to members, Capital 
etc) for which the data have been obtained. Each matrix row contained the financial 
performance measures for an individual year that is an individual unit for which data 
have been obtained.  
 
Key financial ratios of Employee-based SACCOs were compared to those of similar 
Community based SACCOs in select sectors, using data reported in the credi unions’ 
annual reports over the 4-year period, 2008 through 2011. The data for the research 
included a sample of 8 SACCOs in Kisarawe district. Listed below is the sectoral 
mix of credit unions:  
(i)    3 Employee based SACCOs 
(ii)   5 Community based SACCOs   
 
Financial statements of SACCOs were provided by the Department of cooperatives 
of the Kisarawe district council. Financial ratios were calculated from their qualified 
annual reports for the period 2008-2011. For each observation year, the aggregates of 
two variables comprising each ratio were calculated; then these aggregates were used 
to compute the ratios for each year for each sector. For example, the capital ratio for 
Employee based SACCOs was calculated by adding the savings deposits of all three 
SACCOs in the sector and dividing this sum by the sum of total assets for these three 
SACCOs. Hence, 10 time series (Five ratios for each sector) of 4 aggregated ratio 
observations were derived. Financial data for comparable Community based SACCO 
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were also obtained in the same way. The data for the individual SACCOs were 
aggregated similarly to maintain their comparability. This aggregation method 
effectively weighted the sample by SACCO size. Financial ratios were calculated 
from these aggregate financial variables for Community- based SACCOs, to match 
the ratios calculated for the Employee-based SACCOs. 
 
Community-based SACCOs with operations comparable to Employee-based 
SACCOs were represented by the following credit unions: 
(i)  TKD (Businessmen society) 
(ii)  TUNDA (Society of entrepreneurs) 
(iii)  Maneromango SACCO (Residents SACCO) 
(iv)  Homboza SACCO (Residents SACCO) 
(v)  Mzenga SACCO (Residents SACCO)   
  
In addition to being comparable in operations, the Community-based SACCOs were 
comparable to the Employee-based SACCOs with respect to their average total 
assets.  
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CHAPTER FOUR 
4.0  DATA PRESENTATION, ANALYSIS AND INTERPRETATION 
 
4.1  Introduction 
This chapter presents the findings obtained from secondary data. The findings are a 
result of application of statistical tools and techniques among which include financial 
ratios, sums and means summarized in form of tables used to analyze study variables. 
The study variables were Size of a SACCO (Log total assets), Volume of loan 
portfolio (Loan to members ratio), Liquid investment (Liquidity ratio), capitalization 
(Capital ratio) and Operating expenses (Operating expenses ratio). 
 
This chapter is directly concerned with answering the three specific research 
questions. The researcher was interested in establishing at what percentages do 
Employee-based SACCOs and Community-based SACCOs measure their financial 
performance, whether there is any difference in percentages of the financial 
performance measures between the two SACCOs in terms of size of a SACCO, 
capital, liquidity, loan to members, and operating expenses ratios, and does E-
SACCOs perform better financially than C-SACCOs in terms of size of a SACCO, 
capital, liquidity, loan to members, and operating expenses ratios. 
 
This was believed to be a basis of conducting comparative analysis of financial 
performance between Employee-based SACCOs and Community-based SACCOs 
operating in Kisarawe district.  
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4.2  Financial Performance Measures of E-SACCOs and C-SACCOs 
4.2.1  Size of a SACCO 
Size of a SACCO is measured by log (total assets). Since the other variables in the 
study are normally deflated by total assets, it is common practice to log total assets 
before including it in the model. Table 4.1 summarises the log of total assets of 
Employment-based (E) SACCOs and Community-based (C) SACCOs. Findings 
reveales that the value of log total assets of E-SACCOs and C-SACCOs are  
8.231632604 or average total assets of Tshs. 326754629.00 and 7.114271169 or 
average total assets of Tshs. 14840235.40.  
 
Sizes within E-SACCOs consist of KITESCO Ltd (Teachers society) with log total 
assets of 8.9025 or average total assets of Tshs. 798890260.00, Kisarawe SACCOs 
(District council workers) with log total assets of 8.1325 or average total assets of 
Tshs. 135673777.00 and Kibasila SACCOs (Armed forces SACCOs) with log total 
assets of 7.6599 or average total assets of Tshs.45699849.50. In the group of C-
SACCOs there are TDK SACCOs with log(total assets)=7.4438 or 
Tshs.27783601.20.  
 
Maneromango SACCOs with log(total assets)=7.2138 or Tshs. 16361996.60, 
Homboza SACCOs with log(total assets)=7.1620 or Tshs. 14521250.90, Mzenga 
SACCOs with log(total assets)=6.9883 or Tshs. 9734559.77 and TUNDA SACCOs 
with log(total assets)=6.7634 or Tshs. 5799768.60.  
 
4.2.2 Capitalization 
Capital ratio is measured by the ratio of savings deposits to total assets. Table 5 
summarizes capital ratios of E-SACCOs and C-SACCOs.  
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Table 4.1: Assets of SACCOs Operating in Kisarawe District in Tanzanin Shillings (T shs.) Employee-based SACCOS 
Name of a SACCO 
Years 
Total (T shs.) 
Average 
(T shs.) 
Log(average total 
assets) 1 2 3 4 
KITESCO Ltd 28,8261,194.00 357,135,275.00 429,876,104.00 921,953,077.00 1,997,225,650.00 798,890,260.00 8.902487126 
Kisarawe SACCOs 69,923,436.72 80,477,127.83 88,023,049.00 100,760,830.00 339,184,443.60 135,673,777.00 8.132495917 
Kibasila SACCOs 40,225,963.00 51,498,255.38 12,759,260.00 9,766,145.28 114,249,623.70 45,699,849.50 7.659914769 
Total 398,410,593.70 489,110,658.20 530,658,413.00 1,032,480,052.00 2,450,659,717.00 980,263,887.00 24.69489781 
Average 132,803,531.20 163,036,886.10 176,886,137.70 344,160,017.40 816,886,572.4.00 326,754,629.00 8.231632604 
 
Community-based SACCOs  
TDK SACCOs 7,014,677.00 19,467,222.00 22,060,125.90 20,916,978.10 69,459,003.00 2,778,3601.20 7.443788537 
TUNDA SACCOs 907,860.50 1,018,649.90 5,975,623.54 6,597,287.56 14,499,421.50 5,799,768.60 6.763410666 
Homboza SACCOs 3,086,959.45 12,010,497.89 11,926,011.06 9,279,658.79 36,303,127.19 14,521,250.90 7.162004029 
Maneromango SACCOs 6,093,788.00 128,47,643.00 11,368,430.31 10,595,130.30 40,904,991.61 16,361,996.60 7.213836299 
Mzenga SACCOs 1,328,281.21 7,493,352.00 7,548,656.40 7,966,109.82 24,336,399.43 9,734,559.77 6.988316316 
Total 18,431,566.16 52,837,364.79 58,878,847.21 55,355,164.57 185,502,942.70 74,201,177.10 35.57135585 
Average 3,686,313.23 10,567,472.96 11,775,769.44 11,071,032.91 37,100,588.55 14,840,235.40 7.114271169 
Source: Field Data 
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Table 4.2: Capitalization of SACCOs Operating in Kisarawe Districts in Tanzanian Shillings (Tshs.) Employee-based SACCOS 
Name of a SACCO 
Years Total 
(T shs.) 
Average 
(T shs.) 
Capital ratio 
(%) 1 2 3 4 
KITESCO Ltd 222,898,418.00 252,484,210.00 282,482,881.00 34,918,749.00 792,784,258.00 198,196,064.50 24.80892238 
Kisarawe SACCOs 54,110,661.61 61,930,661.60 61,506,485.00 70,692,485.00 248,240,293.20 62,060,073.31 45.74212828 
Kibasila SACCOs 29,130,693.00 38,013,355.40 6,328,560.00 7,666,145.28 81,138,753.66 20,284,688.42 44.38677294 
Total 306,139,772.60 352,428,227.00 350,317,926.00 113,277,379.30 1,122,163,305.00 280,540,826.20 114.9378236 
Average 102,046,590.90 117,476,076.00 116,772,642.00 37,759,126.43 374,054,435.00 93,513,608.74 38.31260786 
 
Community-based SACCOs  
TDK SACCOs 6,260,000.00 14,442,800.00 16,632,201.80 16,383,000.00 53,718,001.80 13,429,500.45 48.33606829 
TUNDA SACCOs 450,000.00 510,000.00 4,859,500.00 5,403,650.00 11,223,150.00 2,805,787.50 48.37757665 
Homboza SACCOs 1,410,200.00 8,651,300.00 7,655,800.00 4,643,689.00 22,360,989.00 5,590,247.25 38.49700895 
Maneromango SACCOs 4,212,905.00 5,248,605.00 5,787,500.00 5,386,500.00 20,635,510.00 5,158,877.50 31.52963304 
Mzenga SACCOs 861,000.00 6,315,000.00 5,820,000.00 5,936,000.00 18,932,000.00 4,733,000.00 48.62058594 
Total 13,194,105.00 35,167,705.00 40,755,001.80 37,752,839.00 126,869,650.80 31,717,412.70 215.3608729 
Average 2,638,821.00 7,033,541.00 8,151,000.36 7,550,567.80 25,373,930.16 6,343,482.54 43.07217458 
Source: Fild Data 
 
 
42
Findings indicate that capital ratio for C-SACCOs and E-SACCOs are 43.07 % and   
38.31 % respectively. For the case of E-SACCOs the capital ratios (in brackets) are 
Kisarawe SACCOs (45.74%), Kibasila SACCOs (44.39%) and KITESCO Ltd 
(24.81%). C-SACCOs  with capital ratios in brackets are Mzenga SACCO (48.62%), 
TUNDA (48.38%), TDK (48.34 %), Homboza (38.50%) and Maneromango SACCO 
(31.53 %). 
 
4.2.3  Operating Expenses  
Operating expenses ratio is measured by operating expenses divided by total assets. 
The total costs of a financial institution (net of interest payments) can be separated 
into operating costs and other expenses(including taxes, depreciation etc). Operating 
expenses is the component at  the discretion of management. Table 6 summarizes the 
operating expenses of E-SACCOs and C-SACCOs. 
 
Findings show that operating expense ratios for E-SACCOs and C-SACCOs are 
1.825 % and 3.489 % respectively. The operating expenses of E-SACCOs including 
Kisarawe SACCOs,  Kibasila SACCOs, and KITESCO Ltd are 0.87%, 1.88 % , and 
2.73% respectively, while the C-SACCOs with operating expenses ratios in brackets 
are Mzenga (2.7 %), Maneromango (3.29 %), TDK (3.47 %), Homboza (3.8 %) and 
TUNDA(4.19  %) SACCOs.  
 
4.2.4 Liquid Investments 
Liquidity is measured by the ratio of liquid investment to total assets (in this case 
liquid investment is the cash at hand and cash held in savings and current accounts). 
Table 4.3 summarizes the liquid investments of E-SACCOs and C-SACCOs. 
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Table 4.3: Operating Expenses of SACCOs Operating in Kisarawe District in Tanzanian Shillings (T shs.) Employee- based 
SACCOS 
Name of a SACCO 
Years Total 
(T shs.) 
Average 
(T shs.) 
Operating expenses 
ratio (%) 1 2 3 4 
KITESCO Ltd 16,733,953.00 21,858,806.00 14,448,160.00 34,080,956.00 87,121,875.00 21,780,468.75 2.726340505
Kisarawe SACCOs 1,024,000.00 854,000.00 1,337,500.00 1,495,400.00 4,710,900.00 1,177,725.00 0.868056468
Kibasila SACCOs 1,157,000.00 900,000.00 679,480.00 703,200.00 3,439,680.00 859,920.00 1.881669218
Total 18,914,953.00 23,612,806.00 16,465,140.00 36,279,556.00 95,272,455.00 23,818,113.75 5.476066191
Average 6,304,984.33 7,870,935.33 5,488,380.00 12,093,185.33 31,757,485.00 7,939,371.25 1.825355397
 
Community-based SACCOs  
TDK SACCOs 238,300.00 1,515,200.00 1,098,270.00 998,750.00 3,850,520.00 962,630.00 3.46474164
TUNDA SACCOs 220,000.00 292,300.00 114,480.00 345,200.00 971,980.00 242,995.00 4.189736122
Homboza SACCOs 594,330.00 588,550.00 681,900.00 343,000.00 2,207,780.00 551,945.00 3.800946659
Maneromango SACCOs 646,480.00 1,034,910.00 331,500.00 138,500.00 2,151,390.00 537,847.50 3.287175225
Mzenga SACCOs 167,800.00 468,200.00 194,000.00 222,000.00 1,052,000.00 263,000.00 2.701714368
Total 1,866,910.00 3,899,160.00 2,420,150.00 2,047,450.00 10,233,670.00 2,558,417.50 17.44431401
Average 373,382.00 779,832.00 484,030.00 409,490.00 2,046,734.00 511,683.50 3.488862803
Source: Field Data 
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Table 4.4: Liquid Investments of SACCOs Operating in Kisarawe District in Tanzanian Shillings (T shs.) Employee-based 
SACCOS 
Name of a SACCO 
Years Total  
(T shs.) 
Average  
(T shs.) 
Liquidity ratio 
(%) 1 2 3 4 
KITESCO Ltd 615,476.00 13,577,269.00 3,883,595.00 77,456,727.00 95,533,067.00 23,883,266.80 2.98955538
Kisarawe SACCOs 10,995,864.80 17,904,305.88 20,103,474.00 4,381,258.00 53,384,902.65 13,346,225.70 9.836997183
Kibasila SACCOs 54,675.00 379,784.38 139,260.00 456,492.28 1,030,211.66 257,552.92 0.563574975
Total 11,666,015.80 31,861,359.26 24,126,329.00 82,294,477.28 149,948,181.30 37,487,045.30 13.39012754
Average 3,888,671.92 10,620,453.09 8,042,109.66 27,431,492.43 49,982,727.10 12,495,681.80 4.463375846
 
Community-based SACCOs  
TDK SACCOs 3,082,177.00 1,969,122.00 1,998,726.20 2,451,255.00 9,501,280.20 2,375,320.05 8.549359865
TUNDA SACCOs 907,860.50 1,018,649.90 3,154,623.54 228,517.56 5,309,651.50 1,327,412.88 22.88734201
Homboza SACCOs 613,159.45 1,487,831.29 2,957,930.36 3,459,575.59 8,518,496.69 2,129,624.17 14.66556973
Maneromango SACCOs 688,843.00 887,414.00 2,848,444.40 3,834,944.39 8,259,645.79 2,064,911.45 12.6201679
Mzenga SACCOs 828,281.21 1,342,545.00 1,819,999.20 2,229,602.60 6,220,428.01 1,555,107.00 15.97511381
Total 6,120,321.16 6,705,562.19 12,779,723.70 12,203,895.14 37,809,502.19 9,452,375.55 74.6975533
Average 1,224,064.23 1,341,112.44 2,555,944.74 2,440,779.03 7,561,900.44 1,890,475.11 14.93951066
Source: Field Data 
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Findings reveal that liquid investments of E-SACCOs and C-SACCOs are 4.46 %  
and 14.94 % respectively. The liquidity ratios of E-SACCOs that is Kisarawe 
SACCOs, KITESCO Ltd, and Kibasila SACCOs are 9.84 %, 2.99 % , and 0.56 % 
respectively. The ratios of C-SACCOs composing of TUNDA, Mzenga, 
Homboza, Maneromango and TDK SACCOs are 22.89%, 15.98%, 14.67%, 
12.62% and 8.55% respectively.  
 
4.2.5    Volume of Loan Portfolio 
Volume of loan portfolio (loan to members ratio) is expressed as the ratio of 
SACCO’s loans to members to total assets. This ratio defines the proportion of 
assets invested as loans to membets. Table 8 summarises the loan to members 
ratios of Employee- based (E) SACCOs and Community-based (C) SACCOs in 
percentages.  
 
Findings indicate that the loan to members ratio of E-SACCOs and C-SACCOs 
are 53.46116% (or Tshs. 170062453.8) and 41.54869% (or Tshs. 6190186.425) 
respectively, meaning that the proportion of assets invested as loans to members 
is higher in E-SACCOs than in C-SACCOs. Within the E-SACCOs loan to 
members ratio are Kibasila SACCOs with 61.94% ratio, KITESCO Ltd with 
52.52% ratio and Kisarawe SACCOs with 45.93 % ratio, Mzenga SACCOs  with 
a ratio of 46.45%, Maneromango SACCOs (43.45% ratio), TDK SACCOs 
(42.47% ratio), TUNDA SACCOs (39.27% ratio) and Homboza SACCOs 
(36.11%  ratio)  are within the C-SACCOs. 
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Table 4.5: Loan Portfolios of SACCOs Operating in Kisarawe District in Tanzanian Shillings (T shs.) Employee-based SACCOS 
Name of a SACCO 
Years Total 
(T shs.) 
Average 
(T shs.) 
Loan to Members 
Ratio (%) 1 2 3 4 
KITESCO Ltd 242,017,157.00 280,057,431.00 37,142,8285.00 784,778,060.00 1,678,280,933.00 419,570,233.30 52.51913
Kisarawe SACCOs 55,306,122.00 53,931,796.95 56,313,915.00 83,697,537.00 249,249,371.00 62,312,342.74 45.92807
Kibasila SACCOs 40,171,018.00 51,118,471.00 12,620,000.00 9,309,653.00 113,219,142.00 28,304,785.50 61.93628
Total 337,494,297.00 385,107,699.00 440,362,200.00 877,785,250.00 2,040,749,446.00 510,187,361.50 160.3835
Average 112,498,099.00 128,369,233.00 146,787,400.00 292,595,083.30 680,249,815.30 170,062,453.80 53.46116
 
Community-based SACCOs  
TDK SACCOs 1,540,000.00 15,174,500.00 17,785,799.70 12,696,511.10 47,196,810.80 11,799,202.70 42.46823
TUNDA SACCOs 0 0 2,821,000.00 6,288,770.00 9,109,770.00 2,277,442.50 39.26782
Homboza SACCOs 1,279,000.00 8763866.60 7,043,480.70 3,889,483.20 20,975,830.50 5,243,957.63 36.1123
Maneromango SACCOs 4,359,945.00 10,930,229.00 7,444,985.90 5,700,185.90 28,435,345.80 7,108,836.45 43.44724
Mzenga SACCOs 500,000.00 6,140,807.00 5,718,657.20 5,726,507.20 18,085,971.40 4,521,492.85 46.44784
Total 7,678,945.00 41,009,402.60 40,813,923.50 3,4301,457.40 123,803,728.50 30,950,932.13 207.7434
Average 1,535,789.00 8,201,880.52 8,162,784.70 6,860,291.48 24,760,745.70 6,190,186.43 41.54869
Source: Field Data 
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4.3  Difference in Financial Performance Between E-SACCOs and C-
SACCOs 
4.3.1  Size of a SACCO 
Findings in Table 4.5 show that the value of log total assets of E-SACCOs (log total 
assets = 8.231632604) or average total assets of Tshs. 326754629.00 differed from  
log total assets of C-SACCOs (log total assets = 7.114271169) or average total assets 
of Tshs. 14840235.40. The difference in sizes between the former and the later was 
Tshs. 311914393.60 and this proves that the size of E-SACCOs is bigger than C-
SACCOs. 
 
There exist differences in sizes within both E- SACCOs and C-SACCOS. Within E-
SACCOs the biggest was KITESCO Ltd (Teachers society) with log total assets of 
8.9025 or average total assets of Tshs. 798890260.00 and then follow Kisarawe 
SACCOs (District council workers) with log total assets of 8.1325 or average total 
assets of Tshs. 135673777.00, and lastly the smallest was Kibasila SACCOs (Armed 
forces SACCOs) with log total assets of 7.6599 or average total assets of 
Tshs.45699849.50. 
 
In the case of C-SACCOs, in terms of sizes, TDK SACCOs with log(total 
assets)=7.4438 or Tshs.27783601.20 is the biggest, then follow Maneromango 
SACCOs with log(total assets)=7.2138 or Tshs. 16361996.60, Homboza SACCOs 
with log(total assets)=7.1620 or Tshs. 14521250.90, Mzenga SACCOs with log(total 
assets)=6.9883 or Tshs. 9734559.77 and TUNDA SACCOs with log(total 
assets)=6.7634 or Tshs. 5799768.60 being the smallest.     
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4.3.2 Capitalization 
Difference in financial performance between E-SACCOs and C-SACCOs in terms of 
capital  ratios can be seen in Table 4.3, having the values 43.07% and  38.31 % 
respectively. This may indicate the difference that C-SACCOs with a sound capital 
position are able to pursue business opportunities more effectively and have more 
flexibility to deal with problems arising from unexpected losses, thus achieving more 
increased profitability than E-SACCOs. 
 
Within E-SACCOs on the basis of their capitalization, Kisarawe SACCOs with 
45.74% ratio has the most sound capital position, then follows Kibasila SACCOs 
with 44.39% ratio and lastly is KITESCO Ltd with 24.81 % ratio having least capital 
position. For the case of C-SACCOs based on their capital ratios, Mzenga SACCO 
(48.62%) is considered to have the most sound position, TUNDA (48.38%) is 
number two, then follow TDK (48.34%), Homboza (38.50%) and Maneromango 
SACCO (31.53 %) SACCO being the least in capital position. 
 
4.3.3  Operating Expenses 
E-SACCOs and C-SACCOs values of operating expenses ratios differ and are shown 
in Table 6 with 1.825 % and 3.489 % respectively. The main diferrence being that E-
SACCOs are incurring lower operating expenses relative to the assets being invested 
while C-SACCOs are incurring higher operating expenses relative to the assets being 
invested. Within E-SACCOs, Kisarawe SACCOs, Kibasila SACCOs, and KITESCO 
Ltd have the operating expenses ratios of 0.87%, 1.88%, and 2.73% respectively. 
Kisarawe SACCOs is incurring lowest operating expenses relative to the assets being 
 
 
49
invested while KITESCO Ltd is incurring highest operating expenses relative to the 
assets being invested. Within C-SACCOs the operating expense ratios differ, having 
the values (in brackets) of Mzenga (2.7%), Maneromango (3.29%), TDK (3.47%), 
Homboza (3.8%) and TUNDA(4.19%) SACCOs. Mzenga SACCO is incurring 
lowest operating expenses relative to the assets being invested while TUNDA  
SACCO is incurring highest operating expenses relative to the assets being invested. 
 
4.3.4  Liquid Investments 
Table 4.5 shows that there is difference in financial performance between E-
SACCOs and C-SACCOs in terms of liquid investments. Taking the view that 
liquidity is the cash available to lend and is the working capital that makes a SACCO  
able to fulfil its core business of lending to its members, E-SACCOs with liquidity 
ratio of  4.46%  have smaller working capital than C-SACCOs with liquidity ratio of  
14.94% as shown in Table 4.4. Within the E-SACCOs the liquidity ratios of 
Kisarawe SACCOs, KITESCO Ltd, and Kibasila SACCOs are 9.84%, 2.99%, and 
0.56% respectively, Kisarawe SACCOs having the biggest working capital while 
Kibasila SACCOs has smallest working capital. For the case of C-SACCOs the 
values of liquidity ratios also differ. For TUNDA, Mzenga, Homboza, Maneromango 
and TDK SACCOs the values are 22.89 %, 15.98%, 14.67%, 12.62% and 8.55% 
respectively, TUNDA SACCOs with the biggest working capital and TDK SACCOs 
with the smallest working capital. 
 
4.3.5 Volume of Loan Portfolio 
Difference in financial performance between E-SACCOs and C-SACCOs can be 
found in Table 4.5. The loan to members ratio of E-SACCOs and C-SACCOs are 
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53.46116% (or Tshs. 170062453.8) and 41.54869% (or Tshs. 6190186.425 
respectively, meaning that the proportion of assets invested as loans to members  
differ and is higher in E-SACCOs than in C-SACCOs. The difference in loan to 
members ratios can also be seen within E-SACCOs as well as C-SACCOs. 
 
For the case of E-SACCOs, Kibasila SACCOs with 61.94 % ratio is the highest in 
loan portfolio, then follow KITESCO Ltd with 52.52 % ratio and Kisarawe SACCOs 
with 45.93 % ratio which is the lowest. Within C-SACCOs, Mzenga SACCOs  with 
a ratio of 46.45 % is the highest in volume of loan portfolio, then Maneromango 
SACCOs with 43.45 % ratio , TDK SACCOs with 42.47 % ratio, TUNDA SACCOs 
with 39.27 % ratio take number 2,3, 4, respectively and Homboza SACCOs with 
36.11 %  ratio is the lowest.  
 
4.3 Comparison of Financial Performance between E-SACCOs and C-SACCOs 
4.3.1 Size of a SACCO 
In comparing financial  performances between E-SACCOs and C-SACCOs using 
size of a SACCO, Table 4.1 indicates that the size of E-SACCOs is bigger than C-
SACCOs implying that the former use more efficiently economies of scale and 
thereafter better financial performance than the later. Such results have also been 
found out by Akhavein et al. (1997), Smirlock (1985), and Njoroge (2008). 
 
Ranking the E-SACCOs on the basis of best financial performance in terms of sizes 
of a SACCO, KITESCO Ltd (Teachers society) with log total assets of 8.9025 or 
average total assets of Tshs. 798890260.00 is the best financial performer in the 
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group while Kisarawe SACCOs (District council workers) with log total assets of 
8.1325 or average total assets of Tshs. 135673777.00 and Kibasila SACCOs (Armed 
forces SACCOs) with log total assets of 7.6599 or average total assets of 
Tshs.45699849.50 take number two and  three respectively. 
 
In the case of C-SACCOs, TDK SACCOs with log(total assets)=7.4438 or 
Tshs.27783601.20 is the best financial performer, then follow Maneromango 
SACCOs with log(total assets)=7.2138 or Tshs. 16361996.60, Homboza SACCOs 
with log(total assets)=7.1620 or Tshs. 14521250.90, Mzenga SACCOs with log(total 
assets)=6.9883 or Tshs. 9734559.77 and TUNDA SACCOs with log(total 
assets)=6.7634 or Tshs. 5799768.60 which rank first, second, third, fourth and fifth 
respectively.    
  
4.3.2 Capitalization 
Comparison of financial performance between E-SACCOs and C-SACCOs can be 
found in Table 4.2 which shows that C-SACCOs with a capital ratio of 43.07217458 
% have a better sound capital position and are able to pursue business opportunities 
more effectively and have more flexibility to deal with problems arising from 
unexpected losses, thus achieving more increased profitability than E-SACCOs with 
a capital ratio of 38.31260786 %. 
 
In comparison within the groups, ranking E-SACCOs on the basis of their 
capitalization, Kisarawe SACCOs with 45.74 % ratio is the best, then follow 
Kibasila SACCOs with 44.39 % ratio and KITESCO Ltd with 24.81 % ratio take 2nd 
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and 3rd positions respectively. To rank C-SACCOs based on their capital ratios, 
Mzenga SACCO with 48.62 % ratio is considered to be number one, TUNDA with 
48.38 % ratio is number two, while TDK, Homboza, and Maneromango SACCOs 
with 48.34 %, 38.50 %, and 31.53 % ratios are third, fourth and fifth respectively.  
 
Berger (1995), Demirguc-Kunt and Huizinga (1999), and Ben Naceur (2003) found 
out the same results that the higher the capitalization of a financial institution the 
more excellent is the financial performance and the opposite is also true. Ben Naceur 
(2003) further point out that well-capitalized businesses support lower expected 
bankruptcy costs, which reduce their cost of capital. These above mentioned findings 
supports that C-SACCOs perform better financially than E-SACCOs. 
 
4.3.3 Operating Expenses 
Results in Table 6 can be used  in comparison of financial performance between E-
SACCOs and C-SACCOs and they show that operating expense ratios for E-
SACCOs and C-SACCOs are 1.825 % and 3.489 % respectively, implying that E-
SACCOs are incurring lower operating expenses relative to the assets being invested 
while C-SACCOs are incurring higher operating expenses relative to the assets being 
invested and therefore E-SACCOs perform better than C-SACCOs in terms of 
operating expenses ratios.  
 
The inverse relationship between operating expenses and financial performance (i.e. 
the lower the operating expenses the higher the financial perfomance) concurs with 
researcher’s expectations, and supports the proposition that improved management of 
these expenses will increase efficiency and therefore raise financial performance. 
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The operating expenses of E-SACCOs; Kisarawe SACCOs,  Kibasila SACCOs, and 
KITESCO Ltd are 0.87%, 1.88%, and 2.73% respectively, the best financial 
performers being Kisarawe SACCOs. 
 
The C-SACCOs with operating expenses in brackets are Mzenga (2.7%), 
Maneromango (3.29%), TDK (3.47%), Homboza (3.8%) and TUNDA(4.19%) 
SACCOs, the best financial performer in this group being Mzenga SACCOs. 
 
4.3.4  Liquid Investment 
Comparison of financial performance between E-SACCOs and C-SACCOs  in terms 
of liquid investment can be found in Table 4.4. Liquid investments ratios of E-
SACCOs and C-SACCOs are 4.46%  and 14.94% respectively. The higher the 
liquidity the higher the financial performance.This may appear contra-intuitive since 
common wisdom dictates that excess liquidity be discouraged because  the margins 
on liquid investments are  lower than  those earned on the loan portfolio. 
 
Richardson (2002) notes that liquidity reserves are important but they also imply 
opportunity cost. Funds in checking accounts and simple savings acccounts earn 
negligible returns, in comparison with other investment alternatives. One way to 
explain the positive relationship  between liquidity and financial performance of 
SACCO is to take the view that liquidity is the cash available to lend. It is the 
working capital that makes a SACCO  able to  fulfil its core business of lending to its 
members. 
 
With regards to this above mentioned positive relationship then C-SACCOs (14.94 
%) are better than E-SACCOs(4.46 %) in financial performance. Within C-SACCOs 
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the liquidity ratios of TUNDA, Mzenga, Homboza, Maneromango and TDK 
SACCOs are 22.89 %, 15.98 %, 14.67 %, 12.62 % and 8.55 % respectively, TUNDA 
SACCO being the best in the group while in E-SACCOs the liquidity ratios of 
Kisarawe SACCOs, KITESCO Ltd, and Kibasila SACCOs are 9.84 %, 2.99 % , and 
0.56 % respectively, the best being Kisarawe SACCOs. 
 
4.3.5  Volume of Loan Portfolio  
Comparison of financial performance between E-SACCOs and C-SACCOs  in terms 
of loan to members can be observed in Table 4.5. Loan to members ratio of E-
SACCOs and C-SACCOs are 53.46116% (or Tshs. 170062453.8) and 41.54869% (or 
Tshs. 6190186.425) respectively.  Richardson (2002) asserts that loan portfolio is the 
most profitable asset of the credit union and this result would point to the need to 
convert as much as possible of SACCO’s assets into loans to members. 
 
These findings supports that E-SACCOs perform better financially than C-SACCOs. 
The loan policy in all the 8 SACCOs requires a member to receive a loan not 
exceeding three times his/her savings in the SACCO. Table 5 above shows that the 
average members savings deposits of E-SACCOs (Tshs.93513608.74) is 14.7 times 
that of C-SACCOs (Tshs.6343482.54). According to the loan policy, the more the 
savings a member invests the bigger the loan he/she receives and the reverse is true, 
and this is the reason  why  the loan to members ratio of E-SACCOs is higher than 
that of C-SACCOs. 
 
Members of E-SACCO have the opportunity to increase their savings monthly 
because of  their routine monthly salaries while members of C-SACCOs have the 
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opportunity to invest their savings seasonally depending on harvest seasons 
(farmers), marketing seasons (businessmen and entrepreneurs) and profit or loss. 
This limitation on savings investments is another reason why loan portfolio of E-
SACCOs is higher than that of C-SACCOs. Within the E-SACCOs, Kibasila 
SACCOs with 61.94% ratio, KITESCO Ltd with 52.52% ratio and Kisarawe 
SACCOs with 45.93% ratio rank first, second and third respectively. Mzenga 
SACCOs  with a ratio of 46.45%, Maneromango SACCOs (43.45% ratio), TDK 
SACCOs (42.47% ratio), TUNDA SACCOs (39.27 % ratio) and Homboza SACCOs 
(36.11% ratio) which are within the C-SACCOs rank 1st, 2nd, 3rd, 4th, and 5th 
respectively.  
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CHAPTER FIVE 
5.0  DISCUSSION, CONCLUSION AND RECOMMENDATIONS 
 
5.1 Introduction 
This chapter presents a discussion of findings presented in the previous chapter, 
conclusions that are drawn from the findings as well as recommendations aimed at 
achieving good financial performances of both E-SACCOs and C-SACCOs and 
areas of further research. This study investigated the comparative analysis of 
financial performance of E-SACCOs and C-SACCOs operating in Kisarawe district. 
It focused on the examination of SACCO-specific ratios of financial performance 
because a key objective of this study was to compare the financial performance 
between the two above mentioned SACCOs.  
 
5.2  Discussions 
The study revealed that E-SACCOs exhibited more excellent financial performance 
than C-SACCOs. From this study, it would appear that economies of scale apply 
more efficiently in E-SACCO business than in C-SACCOs in Kisarawe district. 
Existence of economies of scale in SACCOs’ operations would support government 
policy that advocates for bigger SACCOs. Akhavein et al. (1997) and Smirlock 
(1985) found a positive and significant relationship between size and financial 
performance. 
 
Short (1979) argues that size is closely related to capital adequacy since relatively 
large financial institutions tend to raise less expensive capital. Berger et al. (1987) 
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suggest that little cost savings can be achieved by increasing the size of a financial 
institution, and eventually very large financial institution could face scale 
inefficiencies.   The Loan portfolios of E-SACCOs and C-SACCOs are relatively 
low as compared to standards set by WOCCU (see appendices), it means least of the 
SACCOs’ capital is invested in loans, and such low values are good for solving 
liquidity problems. The WOCCU  recommends maintaining 70-80 % of total assets 
in the loan portfolio (see appendices).  
 
Wingerden and Levelink (2012) in their work on Rungwe Smalholder Tea Growers 
SACCOs found out the loan portfolio to be relatively higher than WOCCU Ratio 
Benchmarks which could cause liquidity problems. Gebeyaw Aychile (2008) for 
three consecutive years investigated these values to be higher than the standard set 
by WOCCU but  still the SACCOs  maintained its  liquid investments to the 
minimum for those three years.  
 
Capitalization in C-SACCOs and E-SACCOs are below standard set by WOCCU 
which recommends maintaining 70-80 % of total assets in the capital (savings 
deposit). Wingerden and Levelink (2012) also observed capitalization to be below 
WOCCU standards but Gebeyaw Aychile (2008) found it to be above WOCCU 
standards. In E-SACCOs the ratios show relatively lower increasing trend while in 
C-SACCOs the ratios indicate a relatively higher increasing trend, which is an 
indication of financial independence. Operating expenses  of both E-SACCOs and C-
SACCOs agree with the standard set by WOCCU that is less or equal to 5%. 
However, E-SACCOs perform better financially than C-SACCOs in terms of 
 
 
58
operating expenses because most of the SACCOs’activities are done voluntarily by 
the management team, the SACCOs employed no body for salaries payments. 
Liquidity  of both E-SACCOs and C-SACCOs agree with the standard set by 
WOCCU that is less or equal to 16 % .  
 
However, from literature there is no consensus on the impact of liquidity on financial 
performance. Molyneux and Thornton (1992) found out that the higher the level of 
liquidity the lower the profitability while, in contrast, Bourke (1989) reports that the 
higher the level of liquidity the higher the profitability.Given the inconsistent results 
on the impact of liquidity on financial performance of Financial institutions,and the 
fact that excess liquidity represents an opportunity cost, the researcher  recommends 
further  examination and recommendation of optimal levels of liquidity that 
SACCOs should maintain to support their operations and yet minimize opportunity 
cost presented by holding liquid assets.  
 
5.3  Conclusions 
The  overview of the outcomes of the comparison of the financial health between E-
SACCOs and C-SACCOs  suggest that the former  are more financially healthy than 
the later in terms of size of a SACCO, loan to members, liquid investment, and 
operating expenses , while C-SACCOs is better financially than E-SACCOs only in 
capitalization. Government policy advocates for  bigger SACCOs than smaller ones, 
for example most of the ‘JK loans’ were given to relatively bigger SACCOs than 
smaller ones such as the above mentioned 14 SACCOs in Kisarawe district which 
collapsed immediately after being considered not eligible to receive the loans.  
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There was no SACCO in Kisarawe district which received subsidy in the study 
period, however, the bigger size of E-SACCOs keep them in a position to be more 
eligible to government loans such as SELF project (Small Entrepreneurs Loan 
Facility - a wholesale microfinance project initiated by Tanzanian Government 
focusing on lending to rural and urban portion of under-served entrepreneurs in 
financial market), and the JK loans than C-SACCOs.  
 
Loan is the most profitable financial product of SACCOs in Kisarawe district and the 
loan policy dictates that a member will receive maximum loan value equal to thrice 
his/her savings. The loan to members ratios clearly indicate that E-SACCOs have 
been using its assets more productively than C-SACCOs as shown in appendices. In 
support of this, E-SACCOs have maintained its liquid investment to the lower value 
than C-SACCOs i.e. 4.46% against 14.94%, which is better result compared to 
WOCCU standard. 
 
5.5  Recommendations 
Based on the results of the analysis, the researcher would like to suggest the 
following points to manage both SACCOs better and continue their services on 
sustainable basis: 
(i) The SACCOs should charge reasonably higher interest rates on loan to 
members in order to operate sustainably without any form of subsidy and 
withstand shocks resulted from inflation. 
(ii) The SACCOs should try to invest their liquid assets in a better  income 
generating activities such as revising loan ceilings as a result members can 
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take higher loan and bring new members to the SACCOs who could have 
better loan capacity. Some of the liquid assets should also be invested in 
financial investments such as repurchase of units of unit trust funds of 
Tanzania, treasury bills, certificate of deposits, or shares listed in the Dar es 
salaam stock exchange. From financial investments SACCOs would enjoy 
dividends, increase in share value, profit gained from short term share price 
changes, and safety against inflation. 
(iii) The SACCOs should promote their services to increase their members so that 
it can mobilize savings and give out more loans. Surveys should also be 
conducted to know members satisfaction level and improve the services as 
per members expectation.  
(iv) Given the inconsistent results on the impact of liquidity on financial 
performance on financial institutions, and the fact that excess liquidity 
represents an opportunity cost, the researcher recommends further research 
and recommendation of optimal levels of liquidity that SACCOs should 
maintain to support their operations and yet minimize opportunity cost 
presented by holding liquid assets. 
 
5.4  Areas of Further Research 
This study has a few limitations. First, Comparative analysis of Financial 
Performance  of E-SACCOs and C-SACCOs focused on using internal indicators 
such as size of a SACCO, Capital, loan to members, liquid investment, and operating 
expenses that compare performance. For further research, the researcher recommend 
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the inclusion of external indicators to represent macroeconomic environment, such as 
inflation, market concentration, industry size and ownership status. 
 
 Second, the study did not compare financial performance between the two SACCOs 
using organizational factors such as the nature of top management, effectiveness of 
planning and the impact of skills. Future studies should make efforts to integrate 
these organizational factors. 
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APPENDICES 
 
Appendix  I: Checklist Designed for Collecting Secondary Data 
 
1. Name of SACCO __________________________________________________ 
2. Year started [______________] 
3. Total membership (No.) [_____________] 
4. Associational bond (Employment/Community based) 
________________________   
5. At what percentages do E- SACCO and C- SACCO measure their financial 
performance? Supply the required percentages in the following table:  
 
Year     
            
SACCO          Size of  
SACCO 
Capital Operating 
expenses 
Liquidity Loan to members 
2008 E - SACCO      
C- SACCO      
2009 E – SACCO       
C- SACCO      
2010 E – SACCO       
C- SACCO       
2011 E – SACCO       
C- SACCO       
2012 E – SACCO       
C- SACCO       
 
6. Is there any difference in percentages of the financial performance measures 
between the two SACCOs in terms of size of a SACCO, capital, liquidity, loan to 
members, and operating expenses ratios?  
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Appendix  II: Balance Sheet Information 
 
1.Total assets 
 
Assets1 YR 2008 YR 2009 YR 2010 YR 2011 YR 2012 
 Tsh 
1. Members’ loans      
2. Liquid investments2      
3. Financial Investments3      
4. Sundry debtors and repayments      
5. Fixtures (e.g., furniture)      
6. Computers and ICT      
7. Premises (buildings/property)      
Total assets      
 
1 Assets are what a SACCO own; includes cash and balances due from depository 
institutions, investment securities, loans and leases, and other assets. 
 
2 Cash in bank savings account and liquidity reserves deposited in either National 
association or regulatory body 
 
3 Money invested in securities, e.g., government securities 
 
 
2. Total liabilities 
 
Liabilities4 YR 2008 YR 2009 YR 2010 YR 2011 YR 2012 
 Tsh 
1. Members’ deposit      
2. Loans from other institutions      
3. Creditors and accruals      
Total liabilities      
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4 A SACCO’s liabilities consist of various types of deposit accounts and other 
borrowings used to fund the investments and loans on the asset side of the balance 
sheet. 
 
3. Capital 
 
Capital7 YR 2008 YR 2009 YR 2010 YR 2011 YR 2012 
 Tsh 
1. Members’ share capital      
2. Entrance fee      
3. Statutory reserve      
4. Capital reserve      
5. Retained earnings      
6. Capital donations      
7. Appropriation account8      
Total capital      
 
7.  Equity capital consists mainly of preferred and common stocks, surplus or 
additional paid in capital, and retained earnings. 
 
8.  An account showing what has been done with the total funds available to a 
company or other organization. It shows the division of total funds between tax 
payments, real investment, making external loans or purchasing securities, 
retention of cash balances, and distribution to shareholders. 
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Appendix  III: Income and Expenditure Statement Information 
 
1. Income 
 
Income YR 2008 YR 2009 YR 2010 YR 2011 YR 2012 
 Tsh 
1. Interest from members loan      
2. Interest from other FI 
institutions 
     
3. Investment securities      
4. Leases of premises      
5. Commissions/penalties      
6. Service charges      
7. Foreign exchange gains      
8. Sundry income      
Total income      
 
 
2. Expenditure 
 
Expenditure YR 2008 YR 2009 YR 2010 YR 2011 YR 2012 
 Tsh 
1. Interest on members’ loan      
2. Printing and Stationery      
3. Interest expense on borrowed 
funds 
     
4. Committee expenses      
5. Other sundry expenses      
6. Provision for loan losses      
7.   Expenses of premises and fixed 
Assets 
     
Total expenditure      
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Appendix  IV: Assessing the Financial Health of SACCOs by using WOCCU 
Ratio Benchmarks 
Ratio’s at December 31, 2011   E-SACCOs C-
SACCOs 
WOCCU Ratio 
Benchmarks 
 Loans to members / Total Assets  
53.46 % 
 
41.55 % 
 
70-80% 
Liquid investment / Total Assets   
4.46 % 
 
14.94 % 
 
≤ 16 % 
Savings deposit / Total Assets  
38.31 % 
 
43.07 % 
 
70-80% 
Operating Expenses / Average 
Assets   
 
1.83 % 
 
3.49 % 
 
≤ 5% 
 
 
